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ABSTRACT 
Outsourcing has become a buzz word in strategic management as the competition of modern business is 
the  competition  among  business  networks.  The  reviews  on  the  measure  of  outsourcing  success  are 
conceptually fragmented due to different theories that have been applied in different studies. The overall 
aim  of  this  paper  is  to  develop  an  integrated  framework  in  measuring  the  performance  of  services 
outsourcing. The framework is derived from Social Exchange Theory. Each party responsibility in dyadic 
relationship over outsourcing success is examined. This is followed by the identification of the mediating 
effect  of  compatibility  between  partners,  and  moderating  effect  of  partnership  quality  to  the 
aforementioned relationship. Outsourcing performance is proposed to be evaluated from the perspectives 
of tactical, strategic and behavioral dimensions.  
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Increasing globalization, technological advancements, utilization of best practices and increased awareness of 
customer knowledge are the root causes for complex market structures and excruciating competition in the market 
place. Business organizations are unable to stand alone to face continuously increasing competition. As the result, 
many collaborate with other businesses in order to achieve better performance.  Furthermore, it has been proven 
that competing as a group or network, is more efficient because partners are able to share knowledge, information 
and  benefits.    Among  the  types  of  collaboration  practiced  in  modern  businesses  are  partnerships,  strategic 
alliances, mergers and outsourcing. All these collaborations rely highly on the strength of the relationship among 
members and beyond the means of traditional purchasing practices. Among all the aforementioned collaborations, 
outsourcing has been identified as a ubiquitous strategy (Li and Choi, 2009) in achieving both operational and 
strategic objectives for sustainable development in modern business context.  
Ontological  overview  of  the  outsourcing  literature  reveals  that,  previous  studies  are  mainly  based  on  two 
paradigms of theories. First, Transaction Cost Economies Theory (TCE),which perceived outsourcing as a method 
of cost reduction. Next, Resource Based View (RBV),which oversee outsourcing as a strategic tool for gaining 
competitive  advantage.    Kroes  and  Ghosh,  (2010)  classified  theories  used  to  analyze  outsourcing  into  four 
categories:  ‘agency theory’, TCE, RBV and Knowledge Based View (KBV).  In addition to that, there are also 
researchers who examine the issue more subjectively from the perspective of exchange theories (Li and Choi, 
2009; Lee, 2001) and process theory (Han, Lee and Seo, 2008). In more pragmatic perspective, the application of 
specific  theoretical  bases  (e.g.  TCE,  RBV,  KBV)  is  arguably  insufficient  to  oversee  the  real  outcomes  of 
outsourcing because they are firms specific. This has been manifested by contradictory arguments that exist in the Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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outsourcing literature which are largely the result of the differences in the underpinning theory used by different 
studies (Marshall, Mc Ivor and Lamming, 2007).   
 
Outsourcing is simply the shifting of an internal process or activity to an external body and it involves at least two 
parties: buyer and supplier. The social exchange theory explains that there is more than one party engaging in a 
joint activity, each of which possesses its own values and expectations (Sierra and McQuitty, 2005). The success 
is a subjective phenomenon which evaluates the achieved level of expectations. Accordingly, the authors perceive 
that outsourcing is a social exchange phenomenon whereby each party has its own performance specifications to 
achieve. From behavioral perspective, the congruence of values and expectations of the parties involved (Whipple 
and Frankel, 2000;Kroes and Ghosh, 2010) are the key success factors for successful collaborations. Therefore, 
outsourcing is no longer a decision between ‘Buy or Make’ but it is a decision between ‘Give and Receive’ which 
resulted in businesses enjoy mutual benefits. 
 
The  service  industry  has  been  identified  as  the  most  integral  part  of  the  emerging  economies  in  the world. 
Comparatively, manufacturing sectors have been subjected to more rigorous empirical investigations compared 
with services sectors simply because of the ease of identifying specific measurable outcomes. The inherent nature 
of services such as intangibility, perishability and simultaneity has limited theoretical developments and empirical 
investigations in the field.  
 
The main aim of this paper is to explore the theoretical foundation in evaluating outsourcing performance.  The 
authors then will propose an integrated conceptual model that could be used to analyze the outsourcing success in 






The evolution of outsourcing has started from purchasing and then moved on to shifting business activity to an 
outside party. Outsourcing can be defined as a transfer of control (Donada and Nogatchewsky, 2009) of internal 
business activities and processes to an external party (Kotabe and Mol, 2009; Lee, 2001; Li and Choi, 2009; Kroes 
and Ghosh, 2010). Different studies have developed different meanings for outsourcing and these are varied in 
terms of contract type holding by partners, the drives for outsourcing, the expected outcomes and the nature of 
businesses. However, Li and Choi (2009) viewed services outsourcing as a ‘choice of replacing internal service 
functions with the use of external agents to perform one or more services activities’ (p.28).  
 
Epistemological overview of literature reveals that, the previous studies have focused mainly on two areas of 
outsourcing. These are outsourcing performance(Cusmano, Mancusi and Morrison, 2009; Kotabe and Mol, 2009; 
Johnson and Jones, 2004) and partnership structure attributes (Li and Choi,2009; Dyer, 1997; De Vita, Tekaya and 
Wang, 2010; Marshallet al., 2007; Cui et al., 2009; Lee, 2001; Han, Lee and Seo, 2008; Chi, 1994). Outsourcing 
generates both positive and negative results and hence, several studies have attempted to find out the reasons for 
the  variation.  Specifically,  level  of  outsourcing  (Thouin,  Hoffman  and  Ford,  2009;  Kotabe  and  Mol,  2009), 
geographical location (Ono, 2007; Bannered and Williams, 2009, Cusmano et al., 2009), level of congruence 
(Kreos and Ghosh, 2009), and variations in key dimensions for selecting suppliers (Rajabzadeh,  Rostamy & 
Hosseini,  2008)  have  been  examined.  Kotabe  and  Mol,  (2009)  observed  a  curvilinear  relationship  between 
outsourcing and performance. They proposed that the firm needs to identify the appropriate level of outsourcing. 
Donada  and  Nogatchewsky  (2009)  added  that,  psychological  factors  (emotions)  could  affect  the  outsourcing 
decision of buyers. Consequently, some studies utilized external factors as intermediate variables which produce 
different performance outcomes in outsourcing.   Among these factors are partnership quality (Byramjee, Bhagat 
and Klein, 2010; Lee and Kim, 1999), organizational culture (Lam and Han, 2005; Jarvenpaa and Mao, 2008), Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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market thickness (Li and Choi, 2009; Dyer, 1997; De Vitaet al., 2010) and anticipated rivalry (Lahiri,  Kedia, 
Raghunath and Agrawal, 2009).   
 
As  Marshall  et  al.(2007)  highlighted  a  paradox  exists  in  outsourcing  literature  due  to  the  differences  in 
underpinning  theories  applied  by  different  studies.  The  study  identified  four  types  of  research  domains  in 
outsourcing literature which are transaction cost economies, resource based view, and knowledge based view and 
relational  specific theories  (RST).  RST  includes  ‘social  network  theory’,  ‘social  exchange  theory’  and  other 
theories which consider a business transaction as a social phenomenon.  
 
Transaction cost economies(TCE) mainly focus on evaluating operational performance. Operational outcomes are 
short-term oriented and hence it facilitates the evaluation of short term business performance.  Further, operational 
performance of a single transaction can easily be quantified and specifically measured. Hence, TCE can be used to 
evaluate a discrete transaction. However, the ultimate purpose of each party engaging in the transaction process is 
to gain benefits from the costs incurred (Byramjee et al., 2010). Thus, the transaction cost economies domain is 
valid  for  business-to-business  transaction  analysis.  There  are  some  critiques  however  over  transaction  cost 
economies  (TCE).  These  are  the  failure  to  recognize  corporate  capabilities  (Holcomb  and  Hitt,  (2007),  the 
ignorance of other aspects of organizational behavior (Espino-Rodrı´guez and Padro´n-Robaina, 2005)   andthe 
failure toanalyze broader perspectives of outsourcing. Further, the TCE approach is unsuitable in highly uncertain 
environmental  conditions  (Kotabe  and  Mol,  2009;  Williamson,  1979).  This  has  been  further  elaborated  by 
Williamson (1979) who stated that transaction difficulties depend on asset specificity, uncertainty and transaction 
frequency.  
 
Resource based view (RBV) avoids the weaknesses of TCE perspective and considers firm specific characteristics 
such as resource capability and competencies. Barney (1991) and Wu and Park (2009) explained that RBV mainly 
focuses on evaluating the capability of internal recourses to produce profits and competitiveness. Some scholars 
however perceived TCE and RBV as complementary to each other (Marshall et al., 2007), while others viewed 
them as interconnected approaches which strengthened one another (Leiblein, 2003). Even though RBV is one of 
the most interesting and useful research paradigms in management discipline, it ignores the behavioral aspects of 
the strategic outsourcing.   
 
Knowledge based view (KBV) is an emerging research domain especially in the field of information system 
outsourcing. KBV considers the core competency of a firm as knowledge (Kroes and Ghosh, 2009) that creates 
value for the organization in the modern information era. Learning organizations need knowledge and information 
for continuous improvement. Thus, in outsourcing, firms are using the knowledge of an external body to generate 
competitive advantage (Kroes and Ghosh, 2009). Sharing information, mutual learning, joint decision making and 
knowledge sharing (implicit and explicit) are the key characteristics of the knowledge based view (KBV). KBV 
focuses on improving competitiveness but does not attempt to measure behavioral outcomes.  
 
 
Concluding the aforementioned arguments, different theories and measures were used to evaluate different angles 
of the outsourcing success. Rather than examining the issue fragmentally, it is the aim of this paper to integrate all 
the  three  theories  (transaction  cost  economies,  resource  based  view  and  knowledge  based  view)  in  the 
examination of outsourcing outcomes, in order to provide a more holistic form of measurement.  
 
Performance is often measured by financial and strategic outcomes (non-financial outcomes). Financial outcomes 
are  measured  in  terms  of  reduction  in  operational  costs  (Lee,  2001;  Kroes  and  Ghosh,  2010),  reduction  in 
regulatory and legal costs (Kroes and Ghosh, 2010), return on value added (Kotabe and Mol, 2009), transaction 
value (Dyer, 1997) and profits (Espino-Rodrı´guezandPadro´n-Robaina, 2005). Strategic outcomes have long-
term impacts on performance that provide sustainable value for the organization, such as information sharing (Han Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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et al., 2008; Bannered and Williams, 2009), mutual learning (Bettis et al., 1992), innovations (Cusmano et al., 
2009), risk sharing (Kedia and Lahiri, 2007) and competitive advantage (Bettis et al., 1992).From this it is clear 
that, the measurement of services outcomes could be both tangible and intangible. However, the financial measure 
itself does not reveal a holistic picture of outsourcing success. The measurement using non-financial determinants 
such as behavioral performance measures may be indicated.  
 
 
Park-Poaps and Rees (2009) identified the importance of stakeholder perspective in supply chain management 
studies due to increasing globalization and increased level of social expectations of different sets of stakeholders. 
Aligning to that, Byramjee et al. (2010) recognized outsourcing as a synergy between client firm and service 
provider  for  total  value  orientation  that  could  enhance  the  values  of  both  client  and  service  provider  firms. 
Therefore, the extent of value creation depends on the extent of the success of outsourcing and it is not solely 
dependent on a single party. Success depends on factors related to the buyer(Kotabe and Mol, 2009;Thouinet al,. 
2009; Chi, 1994; Bettis et al., 1992; Ono, 2007; Marshall et al,. 2007;Donada and Nogatchewsky, 2009; Kedia 
and Lahiri, 2007; Espino-Rodrı´guez and Padro´n-Robaina, 2005; Bannered and Williams, 2009) and also on 
factors  associated  with the  service provider  or  supplier (Young, 2008;  Cui, 2009). To  date  very  few studies 
combined  both  buyer  and  supplier  related  factors  in  a  single  model  to  examine  the  success  of  outsourcing 
(Byramjee et al., 2010; Lam and Han, 2005; Lee, 2001; Han et al., 2008). Even though, the outsourcing theory 
and knowledge are built around dyadic relationships (Byramjee et al., 2010; Croom et al., 2000; Park-Poaps and 
Rees, 2009; Donada and Nogatchewsky, 2009) they can also be applied to other structures such as multiple 
suppliers (Byramjee et al., 2010).  
 
 
Bernardes (2010) viewed outsourcing as a social network and success depends on the degree of closeness and 
reciprocity between the focal firm and its suppliers. Thus, the degree of outsourcing success depends on the 
degree of congruence existing between buyer and supplier (Whipple and Frankel, 2000).  Partners’ compatibility 
refers to the ability to plan and work together in a productive and solution-oriented manner (Wipple and Frankel, 
2000).  Kedia  and  Lahiri  (2007)  conducted  a  study  on  international  outsourcing  agility  between  client  and 
provider. They found that different types of partnerships could be formed according to the purpose of the desired 
collaboration.  Moreover,  strategic  partnerships  can  be  identified  as  a  ‘compatible  relationship’  between 
independent firms. Strategic partners form compatible goals and they strive for mutual benefits (Park-Pops and 
Rees, 2010). Negative emotions may occur due to any form of incompatibility which interrupts the relationship 
and  hence  the  outsourcing  effort  may  collapse  (Lam  and  Han,  2005).    Problems  arise  when  cultures  are 
incompatible with each other (Liou and Chuang, 2010). Accordingly, compatibility refers to essential factors for 
the  continuation  of  buyer-  supplier  relationship  which  lead  to  expected  outcomes.  Thus,  the  outcomes  of 
outsourcing are mediated by the compatibility which exists between buyer and supplier. 
 
 
Partnership is an inter-organizational relationship to achieve shared goals of participants (Lee, 2001) and effective 
supply chain management relies highly on the success of relationship management (Zhang,Song, and Huang, 
2009).Han et al. (2008) viewed partnership quality in terms of the trust and commitment  required. In a more 
comprehensive  perspective,  Lahiri  et  al.  (2009)  explained  partnership  quality  as  a  relational  resource  which 
includes  trust,  commitment,  and  mutual  interdependence  and  joint  problem  solving.  In  the  social  exchange 
perspective, a relationship exists when each party feels that they enjoy fair privileges and justice. Justice is an 
intangible concept and has been defined as a perception which judges the appropriateness of a person’s treatment 
by others (Furby, 1986).Social exchange theory provides a clear guideline to analyze perceived justice. These are 
distributive, procedural and interactional. However, Lahiri et al. (2009) empirically discovered the moderating 
effect of partnership quality on buyer firm performance. Therefore, partnership quality can be deduced as an 
important factor which moderates the success of outsourcing. In short examining outsourcing as a social exchange 
phenomenon could provide a more balanced view of the issue. 
 Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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Social Exchange Theory perspective of outsourcing  
Social Exchange Theory (SET) is identified as one of the most important theories which reflect social network 
structures and relational norms.  The theory serves as a general paradigm for the social and anthropology research 
domain (Zafirovski, 2005). It basically discusses shared responsibility and mutual benefits over activities which 
are performed jointly by two or more parties (Lawler, 2001).Outsourcing involves a long term relationship with 
partners and hence there is a need to have a trustworthy (Cui et al., 2009; Marshall et al., 2007) and long term 
collaborative relationship between them(Dyer, 1997).More specifically, Sierra and McQuitty (2005) highlighted 




Consequently, the conceptual framework is developed based on social exchange theory by integrating supply 
chain  management  and  services  outsourcing  disciplines.  Dyadic  relationship  structure  has  been  taken  into 
consideration while ‘partnership quality’ and ‘compatibility’ are identified as important variables which influence 
outsourcing success. In other words, the outsourcing success is contingent upon the level of compatibility of the 
partnership and the different degrees of partnership quality. Figure 1 depicts the proposed research framework to 
determine outsourcing success.   
 
In modern business context, relational resources are more important than tangible resources to get maximum 
benefits. Therefore, buyer – supplier relationship has been identified as the ‘golden key for getting the best of 
supplies’ (Donada and Nogatchewsky, 2009, Page 368). Accordingly, the following section explores the elements 
of supplier related factors.  
 
















Supplier related factors 
As earlier stated, the role of outsourcing has changed from traditional purchasing to strategic activity (Chan and 
Chin, 2007). Simultaneously, other than being confined to traditional supplier, the supplier role has also been 
expanded to that of business partner  who deals with operational control of functions (Rajabzadeh,  Rostamy, and  
Hosseini,  2008),    business  process  added  values(Liou  and  Chuang,  2010)and    sustainable  competitive 
Supplier Related 
Factors 
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advantage(Miles and Snow, 2007).  Thus, it is clear that, recent studies have already identified the strategic value 
of the supplier role.  
 
One of the main aspects of outsourcing decisions is to improve quality (Frohlich and Dixon, 2001) or as a quality 
improvement  strategy  (Allen  and  Chandrashekar,  2000;  Bettis  et  al.,  1992)  and  to  add  more  expertise  and 
specialized service features (Bannered and Williams 2009). Bettis et al. (1992) highlighted the way that Toyota 
gained competitive advantage with the support of suppliers exceeding the quality expectations of the buyer firm-
Toyota.  Thus,  supplier’s  service  quality  is  an  essential  factor  which  determines  the  success  of  outsourcing 
(Grover, Cheon and Teng, 1996).Parasuraman, Zeithaml and Berry (1988) introduced SERVQUAL instrument to 
measure  service  quality.  The  commonly  accepted  service  quality  dimensions  are;  reliability,  assurance, 
responsiveness, tangibility and empathy (Chowdhary and Prakash, 2007). 
 
 
In addition to service quality, overall supplier performance also has been identified as an important dimension in 
measuring supplier performance(Lam and Han,2005).Wipple and Frankel (2000) carried out an empirical study on 
strategic alliance success factors for both buyer and supplier and they found that the ability to meet performance 
expectations is a significant key success factor. They further viewed that the supplier performance has greater 
impact on supply chain efficiency and overall firm’s performance.  
 
 
In  modern  business  context,  outsourcing  has  been  recognized  as  a  value  creation  strategy  to  enhance 
organizational competitiveness(Rajabzadeh et al., 2008; Byramjee et al., 2010; Petersen,Handfield and Ragatz, 
2005) and best practice to improve organizational performance (Kotabe and Mol, 2009). Therefore, the suppliers 
identified  as  a  specialist  who  can  contribute  to  breakthrough  ideas  and  activities  (Chi  et  al.,  2009,  P.  60). 
Accordingly,  empirical  evidences  shows  that,  outsourcing  and  supplier  relations  are  two  strongly  related 
phenomena (Takeishi, 2001).Outsourcing is a better option if the supplier can provide the expected support to the 
focal  firm  for  a  better  competitive  position  than  the  firm  can  accomplish  on  its  own  (Venkatesan,  1992; 
Rajabzadeh  et  al.,  2008).Based  on  the  above  arguments  it  is  clear  that supplier  service  quality  and  supplier 
performance have direct impact on outsourcing success. Therefore,  
 
 
Proposition 1a: Supplier service quality impacts positively on the      
     outsourcing success 
Proposition 1b: Supplier service performance impacts positively on  
    outsourcing success.  
 
The following discussion relates to buyer related factors and its impact on outsourcing.  
 
Buyer related factors 
The buyer firm capabilities and resources determine the best sourcing decision (Barney, 1999) and hence the 
buyer can  be identified as the principle  decision  maker.  Outsourcing  becomes  the  best option  when  internal 
capabilities and recourses are insufficient to create expected value.   Accordingly, the buyer firm as a key decision 
maker has to select the most appropriate combination of outsourcing decisions. This includes what to outsource, 
the extent of outsourcing, who are the suppliers, and contractual specifications among others.  
 
As Gilley and Rasheed (2000) reported, buyer firms can apply organizational structures and managerial practices 
that better suit their internal capabilities and competencies, to increase efficiency. Organizations are different in Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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their capabilities and competencies and hence different organizations have different intentions in outsourcing (Cui 
et al., 2009). Among these intentions are risk reduction tool(Benamati and Rajkumar, 2008),  reduce cost (Ang 
and Straub,1998),transfer/ share knowledge, (Bannered and Williams, 2009; Kedia and Lahiri, 2007; Lee, 2001) 
and add value to the business process (Bannered and Williams, 2009). All of them could be categorized under 
tactical and strategic motivations. When organizations are motivated by different reasons to outsource, they form 
different types of partnerships, use different measures to evaluate and obviously result in different outcomes. For 
an example, Kedia and Lahiri (2007) explained how different purposes to outsource such as tactical, strategic and 
transformational lead to the establishment of different levels of partnerships in international outsourcing context. 
They further clarified that, when a firm has a higher level of motivation to outsource such as ‘strategic’ they tend 
to perform advanced level of partnership. However, in practice, outsourcing is driven not by only one specific 
factor but by a combination of many. Consequently, these different combinations of motivations could result in 
different outcomes. Taking tactical and strategic motivations into consideration, the authors have identified five 
levels of domains in motivation to outsource as depicted in figure 02.  Level 01 describes tactical motivations as 
the most fundamental drivers to outsource, because they are focused only on operational level performance. Level 
05 represents advanced purposes of outsource which is extremely focused on strategic perspectives. Based on that, 
the study predicts that, higher level of motivations to outsource leads to higher level performance outcomes. 
 
Han  et  al.(2008)  and  Lee  (2001)  highlighted  the  importance  of  vendor  management  capability  as  a  major 
determinant that leads to outsourcing success.  In more a constructive view, vendor management is corrective 
actions for improvements (Chan and Chin, 2007).Managing lesser number of suppliers (Ogden,2006) and close 
monitoring  of  suppliers(Lam  and  Han,2005) are required to  gain  the  best  out  of  them. Vendor  management 
includes supplier evaluation, selection, monitoring and evaluation of performance (Rajabzedeh et al., 2008; Chan 
and Chin, 2007). Byramjee et al.(2010) commented that firms are spending considerable amount of money to 
monitor  service  performance  of  outsourced  activities.  Chan  and  Chin  (2007)  further  viewed  that  supplier 
management system is a key success factor for strategic outsourcing success.  Thus, vendor management is one of 
the core capabilities that results in outsourcing success(Han et al., 2008, p. 34). 
 
 















Level 01: Only Tactical Motivations 
Level 02: Tactical Motivations >Strategic Motivations 
Level 03: Tactical Motivations = Strategic Motivations 
Level 04: Strategic Motivations >Tactical Motivations 
Level 05: Strategic Motivations Only 
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Outsourcing  decision  depends  on  the  manager’s  perceived  risk  of  outsourcing  (Gewald,  Wullenweber  and 
Weitzel,  2006).  For  example,  organizations  establish  arms-length  contracts  with  suppliers  due  to  previous 
negative  experiences  they  have.  Arms-length  contracts  could  not  generate  value  for  the  firm  (Donada  and 
Nogatchewsky,  2009;Byramjeeet  al.,  2010)  due  to  minimum  involvement  of  supplier.  In  addition,  previous 
negative experiences, supplier opportunistic behavior (Bon and Hughes, 2009; Lam and Han, 2005; De Vita, et 
al., 2010; Kotabe and Mol, 2009), lose touch with new technological developments (Cusmano et al.,2009),  loss 
of control over function(Byramjee et al., 2010), risk of disrupting service delivery and loss of focus (Linder, 
2004)  and  issues  in  information  security(Lonsdale,  1997;  Li  and  Choi,  2009;  Dyer,  1997)  are  some  of  the 
implications of managers’ perceived risk on outsourcing. These uncertainties or risks lead managers to think of 
outsourcing as a serious business task to manage and hence tend to over spend in terms of time, monitoring and 
evaluation costs. Accordingly, Williamson (1979) highlighted uncertainty as one of the reasons for transaction 
difficulties.    Thus,  the  study  assumes  that  managers  perceived  risk  will  make  a  considerable  impact  on 
outsourcing performance.    
 
Consequently, buyer related factors on outsourcing performance can be summarized as motivation to outsource, 
vendor management capability and perceived risk of outsourcing. From literature review our propositions are: 
 
Proposition 2a:Higher level of motivations to outsource lead to higher level of  
    performance outcomes.  
Proposition 2b:There is a positive relationship between vendor management  
  capability and outsourcing success.  
Proposition 2c: Manager’s perceived risk significantly impacts on outsourcing  
    success. 
 
MODERATING ROLE OF PARTNERSHIP QUALITY 
Partnership quality has been identified as an important determinant of outsourcing success (Li and Choi, 2009; 
Dyer, 1997; Kedia and Lahiri, 2007; De Vita et al., 2010; Marshall et al., 2007; Cui et al., 2009; Han et al., 2008; 
Chi, 1994).Lee (2001:page325)  defined partnership quality  as  ‘an inter-organizational  relationship to  achieve 
shared goals of the participants’. Lahiri et al.(2009) viewed partnership quality as a relational resource which 
impacts on the firm’s performance. The nature and the structure of the partnership can determine the success or 
the failure of outsourcing. However, partnership quality has been conceived as playing different roles in different 
studies, such as direct impact (Lai, Lee and Hsu, 2009; Whipple and Frankel, 2000), mediating impact (Lee, 
2001;Cheng, Yeh, and  Tu,2008;Lee and Kim,1999) and moderating impact(Byramjee et al., 2010). Thus, there is 
no consistent identification of the role of partnership quality in literature.  
 
The  level  of  partners’  commitment  to  achieve common  objectives  in outsourcing  context  will  determine  the 
outcomes. For instance, the level of knowledge and sharing information (Marshall et al., 2007; Han et al., 2008), 
frequency and quality of communication (Park-Pops and Rees, 2010; Han et al.,2008), trust (Lahiri et al., 2009; 
Lai et al., 2009; Han et al., 2008; Lee, 2001)and  risk sharing (Cui et al., 2009; Lee, 2001) determine the strength 
of the relationship between  buyer and supplier. As explained by social exchange theory, each party has its own 
role to play in achieving a successful relationship (Cook and Rice, 2003). Aligning to that, Petersen et al. (2005) 
stated  that,  the  degree  of  trust  between  buyer  and  supplier  impacts  collaborative  planning  effectiveness  and 
thereby supply chain and firm performance. A most recent study carried out by Byramjee et al. (2010) also 
conceived that relationship quality is a moderating variable in determining the ‘total value orientation’ in the 
partnership business context.  
 
Proposition  3a:  Partnership  quality  moderates  the  relationship  between  supplier  related  factors  and 
outsourcing success.  
  Proposition 3b: Partnership quality moderates the relationship between 
      buyer related factors and outsourcing success. 




MEDIATING ROLE OF COMPATIBILITY 
Compatibility  has  been  operationalized  and  studied  with  different  terminologies  such  as  agility,  congruence, 
match and strategic fit. The partners’ compatibility is a key success factor in outsourcing (Whipple and Frankel, 
2000; Jarvenpaa and Mao, 2008) because organizations are different to each other. The organizational culture has 
been  identified  as  a  common  dimension  that  could  differentiate  one  organization  from  the  other  (Liou  and 
Chuang, 2010). Whipple and Frankel (2000) perceived compatibility as the ability to plan and work together and 
hence it demands a shared vision and objectives, shared values and operating philosophies (Park-Pops and Rees, 
2009; Bernardes, 2010).An empirical study based on the hotel sector in China found that the incompatibility of 
corporate cultures between local management (buyer) and suppliers as an obstacle to the successful execution of 
outsourcing strategy(Lam and Han, 2005). Therefore, mutual understanding of partners’ business and operating 
idiosyncrasies (Jarvenpaa and Mao, 2008) are essential for effective supply chain management.  
 
Kroes and Ghosh (2010) empirically discovered that, compatibility between firm’s outsourcing drivers and its 
competitive priorities positively impact on supply chain performance. The drivers provide guidelines to select 
suppliers  and  hence  the  supplier’s  competencies  are  taken  into  consideration  for  selection.    Therefore,  the 
compatibility of competencies between supplier and buyer in-terms of risk, quality, and cost is required to be 
competitive in the market (Liou and Chuang, 2010; Wu and Park, 2009).Thus, congruence among partners should 
carefully  be  analyzed  (Kroes  and  Ghosh,  2010;  Selviaridis  et  al.,  2008)  before  entering  into  outsourcing 
contracts(Chamberland, 2003). 
 
Quinn (1999) explained outsourcing as a platform for innovation. The drawbacks of innovations could be the 
result  of  mismatch  of  process  technology  between  buyer  and  supplier  (Cusmano  et  al.,  2009).Therefore, 
‘technology  compatibility’  is  crucial  for  new  product  development  (Bettis  et  al.,  1992).Specifically,  studies 
focused  on  information  technology  and  information  system  outsourcing  have  considered  ‘technological 
compatibility  or  agility’  as  an  important  variable  (Tallon,  2008;  Jarvenpaa  and  Mao,2008)  for  outsourcing 
success. Bettis et al. (1992) further warned the negative consequences of technology as a threat to demolish the 
contractual relationship with suppliers; and this is due to the fast evolution of technology.  Having justified the 
mediating effect of compatibility, Whipple and Frankel (2000) stated that, strategic alliance success produces 
expected results when partners have shared goals which they direct towards common achievement. Thus, the 
mediating  impact  of  compatibility  can  be  evaluated  in  terms  of  organizational  culture,  competitive  priorities 
(competencies), and technology to gain maximum benefit of outsourcing. Therefore the authors further propose:  
Proposition 4: The compatibility between buyer and supplier has positive 
relationship with outsourcing success. 
    Proposition 4a: The degree of compatibility in culture between buyer and  
      supplier will have positive impact on outsourcing success. 
 
  Proposition 4b:The degree of compatibility in  competencies between buyer 
  and supplier will have  positive impact on outsourcing success. 
  Proposition 4c: The degree of compatibility in technology between buyer 




The main purpose of the study is to develop a more reflective, integrated model to assess outsourcing success. The 
outsourcing decision has been identified as one of the most complex and key decisions in an organization (Faes 
and Matthyssens, 2009) due to ever changing economic and technological environment and constant pressure 
coming from rival firms. Therefore, frequent performance evaluation of outsourcing is vital to verify the success. Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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Zhang et al. (2009) measured  outsourcing success  in-terms of ‘financial’, ‘operational’ and ‘overall’ while, 
Grover, Cheon and Teng (1996) employed ‘strategic’, economical’ and ‘technological’ indicators. Lee (2001) and 
Han et al. (2008) also applied economic, strategic and technological indicators to measure success in information 
systems  outsourcing.  But  some  other  studies  used  mixed  approach  rather  than  group  them  under  specific 
categories. For example Lam and Han (2005) conceived that the purpose of outsourcing in the hotel industry is to 
‘squeeze the operating cost’. They applied productivity (operational dimension) and reduction of risk (strategic 
dimension) together with financial measures such as increase in revenue, lower operating cost in order to measure 
outsourcing success. 
 
However, a clear deviation can be observed in performance indicators applied in different studies based on the 
grounded theory. More specifically, the studies based on transaction cost economies (TCE)perspective have used 
financial and operational performance indicators. TCE oversees outsourcing as a cost reduction mechanism. In 
outsourcing  context,  tactical  partnerships  are  established  to  gain  operational  benefits  (Kedia  and  Lahiri, 
2007).Based  on  the  argument,  the  paper  categorizes  the  operational  and  financial  measures  under  ‘tactical’ 
performance indicators. Profitability (Zhang et al., 2009; Kroes and Ghosh, 2010; Thouin et al., 2009; Espino-
Rodrı´guez, and Padro´n-Robaina, 2005) and reduction of total cost (Kedia and Lahiri, 2007; Lam and Han, 2005; 
Zhang  et  al.,  2009)have  been  highlighted  in  many  studies  as  financial  performance  measures.      Espino-
Rodrı´guez, and Padro´n-Robaina, (2005) used ‘occupancy rate’ as a dimension which represents productivity in 
the  hotel  industry.   In  addition to  that, increase in overall quality is one of the main operational  aspects  of 
outsourcing and it has been applied as a performance indicator with different terminologies. For instance, Espino-




Consequently,  resource  based  view  and  knowledge  based  view  focused  studies  mainly  embarked  on  the  
investigation of  strategic value addition from  outsourcing such as, focus on core business (Han et al., 2008; Lee, 
2001; Kroes and Ghosh, 2010), sharing information (Han at el., 2008; Bannered and Williams, 2009), mutual 
learning (Bettis et al., 1992; Lansdale, 1997), innovations (Cusmano et al., 2009), sharing risk (Kedia and Lahiri, 
2007) and competitive advantage (Bettis et al., 1992).  Only few studies link outsourcing success in terms of 
behavioral  perspectives.  Lee  (2001)  used  overall  satisfaction  with  suppliers  to  measure  information  system 
outsourcing success. Aligning to that, De Vita et al. (2010) and Espino-Rodrı´guez, and Padro´n-Robaina (2005) 
applied ‘outsourcing relationship performance’ to measure satisfaction with suppliers. When organizations are not 
satisfied  with  existing  vendors,  they  tend  to  switch  the  supplier  due  to  negative  emotions  (Donada  and 
Nogatchewsky, 2009). Thus, the buyer firm does not have intention to engage in future interactions with the 
supplier (Dyer, 1997; Lee, 2001; Han et al., 2008). The outsourcing contract will be extended/ continued if only 
the buyer satisfied with their supplier. Thus, ‘willingness to continue the contract with the supplier’ is an indicator 
of successful outsourcing. The present experience in outsourcing leads to future intention to outsource the service 
which  is  currently  in-sourced.      The  ‘outsourcing  acceptance  model’  (Benamati  and  Rajkumar,  2008)  has 
identified ‘future intention to use outsourcing’ as a behavioral outcome of a successful outsourcing experience. 
Summarizing the above facts, ‘outsourcing relationship performance’, ‘willingness to extend existing outsourcing 
contracts’ and ‘future intention to outsource which are currently in-sourced’ can be identified as element within 
the behavioral dimension of outsourcing success. Thus the level of achieved expected results of the outsourcing 
can be measured in terms of tactical, strategic and behavioral outcome. 
 
CONCLUSION 
Service outsourcing has not been much subjected to theoretical conceptualization and empirical investigation 
compared to manufacturing sector. Therefore, the paper attempts to develop an overall model as depicted in figure 
03,  to  assess  service  outsourcing  performance.  Within  the  context,  the  study  identified  some  drawbacks  of 
previous  theories  applied  in  different  studies  such  as  transaction  cost  economies,  resource  based  view  and 
knowledge based view and hence used social exchange theory to derive a conceptual framework. The proposed Annual Summit on Business and Entrepreneurial Studies (ASBES 2011) Proceeding 
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framework evaluates performance outcomes of outsourcing assuming that performance expectations are unique to 
each organization and hence researchers do not rely on any presumptions of particular outcomes.  
Social  exchange  theory  facilitates  the  understanding  of  stakeholders  in  the  transaction  process  and  their 
contributions to successful execution of outsourcing. The responsibility of success in outsourcing is depending on 
both buyer and supplier and the proposed model combines all fundamental aspects of outsourcing which has been 
discussed  (TCE,  RBV  and  KBV  perspectives).  The  study  considered  that  the  relational  resources  are  more 
important than tangible resources in services context. Therefore, compatibility between partners has formed as a 
mediating variable while partnership quality is considered as moderating variable in outsourcing success.  
 
The model evaluates buyer and supplier related factors in buying organization perspective. Thus, future studies 
can employ both buyer and supplier perspectives to improve the model. Finally, the proposed model contributes to 
the existing body of knowledge by integrating important, comprehensive and holistic constructs in measuring the 
success of services outsourcing.  
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